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REBUTTAL CASE OF
ROCHESTER TELEPHONE CORP.

Rochester Telephone Corp. ("Rochester") submits this rebuttal to the opposition to

its direct case filed by MCI Telecommunications Corporation ("MCI"). In its opposition, MCI

asserts that the exchange carriers' reliance upon the Godwins1 and NERA2 Studies are

inappropriate because neither Study justified its underlying assumptions. 3 MCI further

United States Telephone Association, Post Retirement Health Care Study Comparison of
TELCO Demographic and Economic Structures and Actuarial Basis to National Averages
(1992).
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National Economic Research Associates, Inc., The Treatment of SFAS-106 Accounting
Changes Under FCC Price Cap RegUlation (1992) ("NERA Study").

MCI at 2-5.



asserts that the exchange carriers have failed to justify their actuarial assumptions or the

level of benefits that they provide to their retirees. 4 MCI is wrong on both counts.

That the Godwins and NERA Studies started from different assumptions regarding

behavioral responses to the implementation of Statement of Financial Accounting

Standard-106 ("SFAS-106") provides no basis for denying exogenous treatment to this

accounting change. MCI merely recycles the Commission's previous conclusion to this

effect.s MCI, however, omits to note that the D.C. Circuit explicitly rejected this rationale

for denying exogenous treatment to this accounting change. 6 Moreover, the Commission

has rendered this particular contention moot. In the Price Cap Performance Review Order,

the Commission concluded that the implementation of SFAS-106 represented a non-

economic cost change. 7 The Commission's own conclusion validates the fundamental

assumption underlying the NERA Study, namely, that unregulated firms would not adjust

prices in response to an accounting change 8 As such, the NERA Study provides a sound
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{d. at 6.

Local Exchange Carrier Tariffs Implementing Statement ofFinancial Accounting
Standards, "Employers Accounting for Postretirement Benefits Other Than Pensions, " CC
Dkt. 92-101, Memorandum Opinion and Order, 8 FCC Red. 1024, 1034-35,11 63 (1993).

Southwestem Bell Telephone Company v FCC, 28 F.3d 165, 172 (D.C. Cir. 1994).

Price Cap Performance Review for Local Exchange Carriers, CC Dkt. 94-1, First Report
and Order, FCC 95-132.11 307 (1995).

From this premise. the Commission concluded that such cost changes should not qualify
for exogenous treatment. Id. Whatever the merits of that conclusion -- and Rochester
believes it to be incorrect -- it cannot now be used to justify denial of exogenous treatment
of the costs so claimed in the 1993 and 1994 Annual Access Tariff Filings.
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basis for the Commission to permit recovery of the exogenous costs claimed by

Rochester. 9

MCI's second assertion -- that exchange carriers have failed to justify their actuarial

assumptions or level of postretirement benefits -- is equally wide of the mark. Rochester

fully justified its actuarial assumptions and the level of benefits that it provides to its retirees

and MCI does not suggest otherwise. Thus, this claim provides no basis for the

Commission to adjust the amount of costs for which Rochester claimed exogenous

treatment.

For the foregoing reasons, the Commission should reject Mel's claims in their

entirety and close this investigation.

Respectfully submitted,

Attorney for Rochester
Telephone Corp.

180 South Clinton Avenue
Rochester, New York 14646
(716) 777-1028

September 27. 1995

9 Even if the NERA Study understated slightly the price effect of the implementation of
SFAS-106 on the national economy, this would afford no basis for any adjustment to the
amount of exogenous costs claimed by Rochester. In the 1993 and 1994 Annual Access
Tariff Filings, Rochester sought exogenous recognition only for that portion of its SFAS­
106 liability related to the Transition Benefit Obligation, an amount far less than the overall
book expense to Rochester from implementing SFAS-106. See 1993 Annual Access
Tariff Filings, CC Dkt. 93-193 (Phase I), Direct Case of Rochester Telephone Corp. at 17
(Aug. 11, 1995)
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